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THE ECONOMIC TRENDS REPORT 


SUMMARY 


Haiti's economy continues to grow slowly although the pattern is 
cyclical. The growth rate approached six percent in 1978 as good rains 
boosted agricultural output. There. will be almost no growth in 1979 
mainly because of the small 1978 coffee crop, a decline in exports and 
an epidemic of African Swine Fever which is destroying the nation's 
pig herds. At mid-1979, the economy appears to be adjusting to ongoing 
difficulties. 


Agriculture remains the most important sector in Haiti's economy. 
‘It employs 80 percent of the population and produces approximately 43 

percent of the GNP. Coffee exports are the single largest source of 

foreign exchange and export taxes on coffee are an important source 

of the GOH's budgeted revenues. The 1978/1979 coffee harvest was very 
small, causing the first balance of payments deficit in four years and 

a serious budget deficit. Early evidence indicates that the 1979/1980 
harvest will be much larger than usual and will provide for balance of 
payments and budget surpluses. 


The light industrial and construction industries continue to grow 
at an accelerating rate. The minimum wage will increase to $2.20 per 
day in October 1979 but will remain the lowest in the Caribbean. The 
low minimum wage and favorable tax policies of the government continue 
te attract new investment. The U.S. share of Haiti's import market is 
about 57 percent. This is expected to grow slowly as foreign assistance 
disbursements and increasing light industrial output stimulate the economy 
and import demand. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Haiti is the poorest country in the hemisphere and one of the 
poorest on earth. It has an area of 10,741 square miles (about the 
size of Maryland) of which less than 1/5 is arable although 1/3 is 
cultivated. It is overpopulated with almost six million people or 
about 550 inhabitants per square mile. There are only about 2,300 
miles of roads, of which less than 600 are paved. Capital is limited. 
There are a few medium-sized plants, including a cement plant, a flour 
mill, a small electric steel mill, and three sugar refineries. Total 
electric generating capacity is about 105 MW, but service is unreliable. 
Port-au-Prince and some provincial cities have electricity but most of 
the country is not electrified. The telecommunications network is 
limited and unreliable. Most of the approximately 20,000 telephone 
lines are in the Port-au-Prince area. 


Sanitation and health are major problems, particularly in rural 
areas. The infant mortality rate is among the highest in the world. 
The overall death rate is high but still the population growth rate 





is about two percent per year. Hospitals are rudimentary and, with few 
exceptions, found only in urban areas. Unemployment and underemployment 
are major problems. Less than 20 percent of the population is literate. 
Technical, mechanical and middle management skills are scarce. 


AGRICULTURE 


Agriculture is responsible for about 43 percent of domestic 
product and employs about 80 percent of the population. The limited 
fertile areas are heavily overpopulated and farming in other areas is 
of a subsistence nature. Farming techniques are primitive, farm plots 
are submarginal (about 3 acres), transport is limited, and productivity 
is very low. The average yield per acre is about $80 per year. Wood 
and charcoal are the only fuels available to most people for cooking. 
The charcoal industry is deforesting the country; today less than nine 
percent of the total area is forested compared to 12 percent just 10 
years ago. Attempts to cultivate steep mountainsides add to the 
degradation of the environment. Population pressure has caused a 
continuing shift from exportable cash crops such as coffee, sisal, 
sugar, and cocoa to subsistence crops such as corn, sorghum, millet, 
and beans. 


Coffee is the most important export crop in Haiti. It is the 
major source of income for about 1.5 million people and provides about 
1/3 of the country's export income. Nevertheless, exports are declining 
over the tona term. Exports declined from 452,000 60 kilo sacks in 
1976/1977 to about 175,000 60 kilo sacks in 1978/1979. The 1979/1980 
exports are expected to be large, between 400,000 and 450,000 sacks. 


Sugar cane is the second most important crop, but production 
has been steadily declining. Haiti is now a net importer and probably 
will not soon resume exports. About 10 percent of Haiti's arable land 
is in sugar, but only about one-fourth produces cane for centrifugal 
processing. Three-fourths of the cane is processed in artisanal mills 
and consumed in rural areas. The steady production decline is caused 
by a growing salinity problem in the Cul de Sac basin, lack of technology, 
a shift from cane production to food crops by farmers, and arbitrary 
pricing policies for cane sugar. 


ESSENTIAL OILS 


Haiti produces a variety of essential oils: vetiver, lime, amayris, 
etc. Exports are increasing slowly and amounted to 10 million dollars 
in 1978. Sustained growth would be dependent on significant moderniza- 
tion of processing plants and changes in tax policies. 





SISAL 


Haiti's sisal industry continues to suffer from competition by 
subsidized production in Mexico, Brazil and East Africa. Moreover, 
as with other commodities, the export tax is a disincentive to producers. 
There is plenty of sisal acreage. Recently the GOH raised the price 
by 28.5 percent to encourage the peasant to increase and improve his 
production. The GOH also has announced plans to install decorticating 
equipment on the island of Gonave. Until these plans are realized the 
future of the industry depends on the modernization program at 40,000 
acre Port Dauphin (privately owned) plantation in the North. 


MEAT 


Beef exports to the United States remain steady and will amount 
to about 2.5 million pounds in 1979. Little growth is foreseen as 
access to markets in the United States is controlled and exports are 
limited to beef surplus to local market requirements. 


African Swine Fever came to Haiti from the Dominican Republic 
in late 1978 and losses may amount to 20-30 million dollars, or more 
than one percent of the GNP. Haiti's rural poor traditionally raise 
pigs as a form of mobile savings and the impact on them by ASF is 
severe. There is no cure for the disease and little expectation that 
it can be controlled. 


GRAINS 


Rice is a staple of the Haitian diet, but the country is far 
from self-sufficient. Heavy rains in May and June damaged the crops, 
and large amounts will be imported. Better farming techniques, improved 
strains of rice, increased irrigated acreage, and some mechanization 
could increase production, but continued imports are forecast for the 
next few years. Haiti produces no wheat and imports amount to about 
120,000 tons. Corn, millet, beans and sorghum are the staple crops 
of subsistence farmers. They are often grown on steep mountainsides. 
Cultivation is primitive, seeds are poor and yields are low. The gap 
between total grain production and the amount needed for minimum 
nutrition is about 200,000 tons. 


MINERAL RESOURCES 


The only mining activity in Haiti is the Reynolds Haitian Bauxite 
Mine at Miragoane, 60 miles west of Port-au-Prince. Production and 
exports amount to about 650,000 tons per year, but reserves are limited. 
Copper, gold and marble deposits exist but are mot commercially exploited. 
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Haiti has no known oi] or other fossil fuels, except low, limited 
lignite deposits although oi] exploration projects on-and offshore 
are undertaken periodically. 


INDUSTRY | 


The light manufacturing and construction industries are the most 
dynamic sectors of Haiti's economy. Manufacturing now accounts for 
about 13 percent of domestic production and has been growing by 8 
percent per year since 1972. Some production is consumed locally but 
most is exported. Most of the 200 plants processing and assembling 
imported components are owned by Haitians, although there are a few 
American-owned firms. Most of the assembly plants are relatively 
small but new investment increasingly involves the larger and more 
responsible multi-national firms. Production ranges from baseballs, 
belts, bras, garments, and stuffed toys to electric motors, connectors, 
electronic components, digital thermometers, etc. An accelerating 
rate of investment and production is expected. The minimum wage is 
increasing to $2.20 per day in October, 1979. Fringes and other 
benefits increase the minimum wage to a real rate of about $3.00 
per day which remains the lowest in the area. 


The construction industry has been growing rapidly since 1972 and 
continued growth is foreseen. 


INFRASTRUCTURE 


Infrastructure projects financed by the government and foreign 
assistance donors have been a major stimulus. Housing and factory 
construction is another important factor. Haiti's cement factory 
has a capacity of 350,000 tons per year and should be adequate for 
several years. Many building materials, including many wood products, 
are imported. 


The transportation network remains inadequate although external 
donors are financing major construction efforts. Paved roads to 
Cap Haitian in the North and Jacmel in the South were completed in 
1976. A paved road along the Southern peninsula to Les Cayes should 
be completed in 1979. There are plans to build a road down the 
Artibonite Valley from Mirabalais to Pont Sonde, to rebuild the road 
from Port-au-Prince to the border with the Dominican Republic at 
Malpasse, and to build a road from Port-au-Prince to Cap Haitian via 
Hinche in the Plateau Centrale. The U.S. Agency for International 
Development is financing the construction of 940 kilometers of 
farm-to-market roads. The only railroads are the narrow gauge lines 
owned by Port Dauphin sisal plantation in the North, and the sugar 
company in the Cul de Sac. Port facilities in Port-au-Prince were 
recently modernized and should be adequate for many years. Coastal 
shipping remains inadequate even though there are many suitable 
harbors. Coastal port facilities are limited and deteriorating 
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although the World Bank is financing an improvement program. Most 
coastal shipping is carried on sailboats with crudely planked hulls 
about 35 feet long. Domestic air transport is limited, but adequate. 
There are international airports at Cap Haitian and Port-au-Prince. 
The government is expanding the runways, building taxiways, expanding 
the terminal, etc., at the international airport in Port-au-Prince. 
International cargo and passenger service is adequate. 


FINANCE 


The Haitian fiscal system consists of three elements. The 
budgeted sector, foreign assistance and the extrabudgetary sector. 
As part of the IMF's Extended Fund Facility, the government agreed 
in 1978 to phase out the extrabudgetary sector. To date progress 
has not been as rapid as had been hoped. 


Total budgeted resources for FY:79 are 267.1 million dollars. 
The Haitian Government contributes 158.9 million dollars, while 
the remaining 108 million dollars is provided by multilateral and 
bilateral donors. Tax revenue provides over half of Haitian budgeted 
resources; import duties are the largest single source. Due to loss 
of export tax revenue and shortfalls in other anticipated receipts, 
the FY 79 GOH budgetary deficit should be about 12 million dollars. 


Monetary policy tightened in early 1979 as the National Bank 
(BNRH) began to restrict credit trying to comply with IMF requirements. 
Net assets of the banking system increased by 24.7 percent in FY 1978 
compared with 21.4 percent in FY 1977. An increase of about 19 percent 
in FY 1979 is expected. Similarly, bank authorities have been 
conservative in foreign debt management and the trend is expected to 
continue. Most external debt is concessional. Interest rates at 
commercial banks are fixed by law ranging from 11-15 percent for 
preferred risks. A 30 percent reserve requirement restricts the 
amount of available funds and long-term loans are difficult to 
obtain. 


TRENDS 


A poor coffee harvest, unusual cash outflow and lower exports 
will produce a 12 million dollar balance of payments deficit this 
year, Haiti's first in four years. 


Haiti's favorable balance of payments performance in the past 
conceals a chronic trade deficit. Imports exceeded exports by 62.5 
million dollars in FY 1977 by 60.5 million dollars FY 1978 and are 
projected to reach a 97 million doliar deficit in 1979. To some 
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extent Haiti's growing trade deficit is related to import demand 
generated by external assistance programs and is self-financing. 
However, there is a fundamental structural problem - Haitian 
agriculture is increasingly unable to feed the growing population 
and the Government has been forced to import increasing quantities of 
basic foods to prevent widespread suffering. Continued growth of 
food imports is expected. Capital account inflows and transfers 
from Haitiansliving overseas remained high through 1979. Coffee 

is the only significant agricultural export and has accounted for 
about one-third of Haiti's exports in recent years. Bauxite exports 
earn about 18 million dollars -per year. 


Haitian price indices are indicative for those relying 
on the local economy only and bear little relationship to the cost 
of living for those who consume a high percentage of imported goods. 
Current domestic inflation is expected to reach 24 percent this year, 
while in 1978 the official rate was close to zero. The rate for the 
import dependant sector generally runs 3-4 percent above the U.S. 
rate. 


IMPLICATIONS FOR THE U.S. 


TRADE 


U.S. exporters usually supply more than 50 percent of Haiti's 
imports. Haiti's proximity to the U.S., Haitian familiarity with 
U.S. products and established distribution channels are the main 
factors. Concessional financing of food exports under PL 480 will 
continue to be an important factor. The limited budget resources 
of the Haitian government restrict possibilities for direct sales 
of U.S. goods to the Government. The Government has no central 
purchasing agency and most normal purchases are made by the 
government ministry concerned. Purchases are generally made directly 
from suppliers or their agents, although competitive bids usually 
are solicited for larger purchases. Equipment required for the 
larger, international projects financed by external donors is almost 
always obtained after seeking competitive proposals. The best prospects 
for increased U.S. exports to Haiti in 1979 and 1980 will be food, 
building supplies and construction equipment. 


INVESTMENT POSSIBILITIES 


Opportunities for profitable investment in Haiti are limited 
by the general lack of infrastructure, services and resources. 
Businessmen cite shortage of readily available financing, middle- 
management personnel, unreliable telecommunications, and lack of 
government services as the major impediments. The legal framework 
is based on the Napoleonic code and is generally permissive. There 
is some improvement in public administration and the institutional 
framework, but Haiti still has a difficult business climate. 
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Nevertheless, private direct investment amounted to about 9 million 
dollars in 1978. 


Investment opportunities in agriculture are limited by the 
restrictive provisions of the land law and acute population pressure 
on land resources. The supply of low cost labor (minimum wage will 
be increased to $2.20 per day in October) will continue to give Haiti 
a comparative advantage in the light manufacturing and assembly industries. 
Good air and sea transport to the U.S. markets add to this advantage. 
With the exception of the textile industry, prospects for continued 
expansion of and investment in the assembly industries appear good. 
Access to the U.S. market for textile products is limited and has been 
controlled by a bilateral agreement between the United States and 
Haiti. Electronic component assembly, manufacture of special furniture 
products, and other labor-intensive assembly will remain the best 
investment prospects. Haiti is a beneficary of the U.S. Generalized 
System of Preferences (GSP). Managers say that Haiti's low labor costs, 
favorable tax incentives, and low-cost transport provide a more favorable 
profit potential than other Caribbean countries. Indeed, the rate of 
new investment is increasing. 


While the Haitian Government is receptive to foreign investment, 
it examines larger investment proposals carefully in light of national 
interest. Expropriations of physical assets have not been a problem. 
The GOH did however, take legal action against the largely French-owned 
local cement company, which was partly nationalized in March 1979 
during a price dispute. GOH action resulted in establishment of a 
temporary joint GOH/company management. A resolution of the dispute 
is expected in the near future. Commercial disputes generally are 
not referred to courts or formal arbitration. Private investment in 
the assembly industries has generally been free to operate under Haiti's 
legislation which provides various tax incentives. Insurance for U.S.- 
owned investments in Haiti is available from the Overseas Private 
Investment Corporation, an agency of the U.S. Government. 


FOREIGN DEVELOPMENT ASSISTANCE INCREASED 


Haiti's economic prospects are improving by virture of major 
increases in foreign economic aid from multilateral and bilateral 
sources. External assistance amounted to about 108 million dollars 
in FY 1978. Multilateral aid donors to Haiti include the World Bank, 
the United Nations Development Program, the Inter-American Development 
Bank, and the Organization of American States. Bilateral donors include 
the United States, France, West Germany, the Republic of China, Canada, 
and Israel. Development programs carried out with the assistance of 
both multilateral and bilateral donors span a wide variety of fields, 
including agriculture, education, public health, transport, and energy. 


The program of the U.S. Agency for International Development is 
concentrating on agricultural development and on raising the level of 
public health and nutrition among Haiti's rural poor. 
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